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BARK REFORM AND CREDIT PLANNING

R. Churbiev

The bank reform of 1947 i3 one of the most important financiel and eco-
somic m:epures introduced by the Fatherland Front. It establishes a basis for
state monopoly of all banking cperations and is dapted to the reguirements
of plannsd economy. )

Prior t» the vai.m, c¢redit and investment operations were conducted in
three different sectors: by the govermment, the cooperativos, and private

..........

The government group ie represented by the Bulgurian Nationsl Benk, the
Bulgsrien Agrizultural. and Cooperative Bank, the Bulgarisn Credit Bank, the
Bulgarian Mortgage Loan Associstion, and the Postal Savings Bank.

The Bulgarian National Bauk was cstablished imsediately after the literu-
tion Zrom Turkey and, for the last 50 years, has besn the main credit insvitu-
tion for trede and industry. In this capacity it has sought the participation
of foraign capite. for finencing loans. However, the bank gradually curtailed
its economic activities and transferreéd them to private banks, The latter be-
cam# an cver-increasing power in the domestic economy and used their daminant
ponitlon to errloit ne~dy .. ‘wrprises by usurious intarest rates, vhile allying
thamesives with Joreiga fin-actel ipterests. Andrey ILyapchev, head of the Demo-
cratic coalition, was mainly responsidla for this dissstrous trend in the
national econmomy. Tns Bulgarian ¥ational Bank was no longsr & suvings ine+i-
tution for privats and commercial deposits, nor a promoter of industrial in-
vectments, hut confined its operations to the issuing of notes, trading with
foraign powers and collscting funds for the govermment.

The Bulgarian Agriculturel and Cooperative Bank was an important credit
institutior pric. to the reform. It vas the rscipient of 4O percent of all
deposits end supported 52 percent of all bank-credit investments. It vas
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established in 1904 and became sn lmpoerteat factor in the development of
capitelist agricultwre. Axy tachuologicel assistance sponsored by the
bank depended op the capital commanded by sgricultural opsraters; land and
equipsent were avalleble only %o those who counld pay for them. Im 193h4,
the Agricultural Bank merged with the Central Bulgarien Cooperative Bsak
and controlled the emtire cooperstive activity of the country.

After 9 Septesber 194, the AZEE (Bulgarien Agricultural and Coopera-
tive Bank) be<e@n wn important element of the new state. It is through the
intormediscy of BZBK that the state pursues its policy of reducing the par- .
cicizs+.ion of capitelist elements and swpporting cooperatives, egpeclally
trs farm-workers' cooperatives, In the last & monthe of 1947, the deposilis
Lecumulated in the bank emounted to over 48 billiow leva (exclusive of the
Postal Savings Back end cooperative orgenizations) enl the loans amomated
to 40 billion leva. Immsdiately before the reform, the investments rose to
63 billion ievs, 39 billion of vhich were in loans to tho stets, to cusmuni-
tie; and other orge.izations, 19 billion were loeed o coopsratives, and
5 ©illion were lozmed to private individuals.  Abouwt two-thirds of sil loauns
ere allotted to agriculiural investments, public construction work, agricul-
turel constructien, etc. The wide scope of its investment prograw meles tha
BYBK the lergest credit inetitumtion sod long-term credit bamk. The bank 19
nov engaged in e vast sconomic and bullding program, inciuding supply and
allocation of agricultural machinery, bluecione (coyper sulfate), iuel and

. lubricants; purchase aed distribution of ssed; herdling of sillk cocoons; pro-
dvetion and sale of rose nil; the tobacco trade and the estadblishment of the
State Tobacco Monspoly; constrrcticm of winsries, silk cocoon dryers, therwo-
electric plants, etc. Detween January exnd Novembar of 1947 the venk invested
an average -of 15 billion leva, or 17 percent of zl1l its assets, in 1ts omn
agricultural eaterprises.

The Bulgrrias Cradis BDank wos coiskllighed ip 103k hy the govermment. It
vas o joint stock compeny with state participation in capitai Loldings and
sdministration. At the tiwe of the reform, the state share amounted to 87 per-
cent of the entire share sapital. 4 represertetive of the Fulgerian Natiomal
Bank was a member of the administrative coumcil with the right to veto any of
its resolutlons. The bank wes originslly formed by e merger of 21 private
loint stnck cormanien, Tt was engaged mainly in evtending shori-term indus-
trial credits #nd repleced the nuzerous vrivaise bank enterprises zLattered by
the world . risis of 1929 - 1933. The creation of the zew bank saved many or-
ganizations from tneir precarious situations but imposed heavy financiel bur-
dens on a large section of the popuiation.

The depcsitas of the Bulgarian Credit Benk smounted to over 15 billion
leva in the last 6 months of 1947 and included 13 percent of all deposite in
the country. As a deposit imstitution it holds fourth place in the country,
after the Bulgarian National Bank, the Peoples’ Bauks and cthe Postal Savings
Bank. In credit operationms, it cccupies second place, after the Bulgarisn
Fationel Bank. Its average deposits smounted %o cver 15 billica leve =enthly
during the leat A manthe of 1047 and ineluded 20 percent of all deposits in

the country.
The Bulgarisn Mortage Loan Associstion was established in 1928 for the |

purpose of extending long-term credits to municipalities and communities. It
originally included a large share of foreign capital, vwhich was taken over by
the Bulrariar. agricuiturel and cooperative banks in 1926. It 1s not accepting
depositu; ite investments emount to about one billion leva and are alioc:*ed
to housing coustruction.

The Postal Savings Bank was established over 50 years ago ard was the

first savings institution in the country. It has accwmulated over 20 billion
leve in nations’ savings from sbout 1,200,000 dcposicers. They represent 15
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percent of all dsp@uzs in the country. It rankn firgt es a savings deposit ’ . b .
inptitution and has estadlished 1,070 éeﬁosit branches. . e

The preceding exposition shows that the state sector encompasses 63 . e e
percent of deposits throughout the country and controls 7h percent of all e }
creéit oneations. e

fhe cooperative sector is represented mzimly by the peop]za' banks snd
b rur&l credit cooperatives. )

There are about 255 Pesples' Backe with e cspital of 3 billion leva and
’ a membership of 360,000, drawa from the following occupational groups: agri-
culture, 26 percent; employses, 20 perceat; trade, 16 pergent; commerce, 12
percent; and others. [t has tbe largest nuwber of braachss and agencies,
foilowed by the Bulgarian Agricultural and Cooperative Bank with 175 sgenciles,
" the Palgarian Hatieoal Bank with 98 agencies, the Eulgm'i&n Credit Bank with
33, ‘and the 66 p‘v'i%t& bam_king asencies.

T . The. deposits unccumuistad. in Peoples' Banks amount to 26 billion leva, or
20 percent of &1l depésits im the country, and their credit operations stand
. 4n third place among the oth&r banking institution.s wilth sbout 13 billdon leva
of invectments, or 17 percent of all credit investments in the country.

Furthsrmore, the Peoples' Darks are condacting an lmportant eccnomic gro-
gram by supplying and selling consumer goods, estaeblishing stores, assisting
the food-supply offices, financing dairiss, sheep farms, bakeries, winerles,
canpneries, power plants, etc.

The rural credit cooperatives, which were established primar illy for
credit purposes, sre gradusally shifting their uctivlty to prodnction and goods

Mot dmasdda douelala cole T eonooo aes a7l nmA.
GAWQ\.» LLTE UL PVeA S Saany aﬂ:&\-“v of tus bvua»a..y 's vv-u’ [y

their credit investments only 3 percent, & very small share congsidewing that
there are 2,800 of thase organizations.

Toe enticre cz»opﬂ:anve srctor helds avout 27 percent of all deposits aad
extends about 27 percent of all credlts. In these respects it ranks second,

!mmediotely after the ctets ssctor,

The private sector was represented by the Bulgarian Commercial Bank, the
Credit Benk, the Ttalian sad Rulgarian Commercial Bank, the Prague (redit
Back, and the Franco-Buigarian Bauk, ail operaved with foreign capital. There
were, moreover, 31 local joint stock companies, the most important of which
were: the Macedonian Kational Bank in Sofias, the Vidil Commerce Bauz, the
South Bulgarisn Bank in Khermanli, and the Kyustendil Commercial Bank in
Xaganlex. Their deposits and credit operations smounted t¢ about 7 billien
levs, while investments nvolved about I billiem, which represenmted 5-6 per-
cent of «ll corresponding operntiou throvghsut the cont‘ry d.u-:lng the lust 6
xontng preceding ine 1347 natiopmiizution of private banis.

The Bulgarian Cusmercial Bnk and the Credit Bank hsd ths 1&rges‘c wlume
of business. Private baunking operations were closely comnected with industrial
enterprises. The Brlgorian Commercial Bank controlled all private mining. enter-
prises and the largest miils in tke country, located la Cherven Breg; it.also
owned an important share of the Nahlhawpt machins works unuc ang other sa- I

terprises.
The public sector, represented by state credit ilnstitutions snd coopcra-

tives not subject to socialization, comprised 95 percent of all deposits,
120 biilion leva, and 9% percent of all credits extended, or T8 dillion lon..
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The main purpose of the banking reform was to reorganize the banking
system for active cooperation im the gocislist economic program of the country.
The previous system,- in splte of its large mumber of steate banking instituticns,
was not adapted to a planned econoay.  Various separate enterprises, individu-
ally conducted, duplicated each other's activities snd could not offer
adequate facilities for planned credit and state control of capital invest-
mente and production. Due to these considerations, such state btanks as the
Bulgarien Agriculiuras and Cooperative Esnk, end the Bulgarian Credit Bank,
have been ordered closed. .

. Thé new system introduced by the banking reforn sets up the Bulgarian
Wationel Baaok as the center of all banking activity, &s "the bank of henks.”
Through ite wide aystem of subsidiary traaches and sgencies it is in a pesi-
tion to cooperete with all enterprises, organizations, institutlons, and the
entire population. ' It is also & bank of issue and controls mouney circula~-
‘tlon., Tt mgsures the s*tability of the leva by supervising government funds
end foreign sxchenge. ' It orgenires, collects, and safeguards netional savings
and industrial cash reserves. - o

The Postal Sevings Bank and other savings institutions, such ac the
Peoples' Banks and agricultural cooperatives, will be the reciplents of all
savings depospits and will redeposit them with the Bulgsrias Fetional Bank,
vhich will invest these funds according to planned credit operations.

The centralization of incoming receipts frum wll industrial enterprises,
orgenizations, etc., im the Bulgarien Eationzl Bank mekes 1t posaible to er-
sure the financial success of cvery cconcmic activity. The system of payment
by check releases cash funds only for wages and for the maintenance of an
emergency fund for petiy cash transactions.

Enterprisss are not authorized to engage in muturl credit operatlone
in the form of _oods »r money. Accounts can be settied oply through the
Bank. Credit reports can indicate unly the production of one specific en-
terpriec; debit reports must indicate procurement of materisla and wage pay-
ments within the enterprise; the balance will show the financial result.
Theee reports may be extended to entire fieldscf productior by the proper
girouping of enterprises by the Baonk'e sccounting department.

Short-term credits are designed to zupplement the enterpricesc’' aud or-
ganizatioss' own funds on doposit in the Pank. This iptroduces a fundamental
change lo the credit system. Previously, credit erraugsments were dotermincd
by tho extension of a ginsral, permanent, individwe. credit based upon the
credit stanéing of the enterpriss. The purpose of the loan wes never inves-
tigated and the bank hed no control over sctual uss of the funds. This policy
has been completely changed. Preliminary credits will be allotted for every
Phase of production, for specified purposes, such as the purchage of matrrial,
seasonal sxpenditures, etc. The amount of the loan and pay terms will be
determined by the volume of production and the time neceesnry for its com-

u pletion, I
I The now system provides the bank with the abllity to ceatrel the economic I

activity and finsncicl condition of every enterprise. The MHinilstry of Iu-
dustry and Trades vill determine the funds necessary for fulfillmenti of pro-
duction prosrams according to the plaa. The amount of funds will be based on
fix0d norms for rav material and ixzplements, spare parts, fusl, finished
produsts; eic,, mininmum reserves of which must be maintained to asssure ua-
interrupted production., Any violstion of these porms will immediately develoyp
financial reaction and bte reflected in the current account at the Bank. For
instance, 1f the ernterprise should hold unsold merchandise, this would im-
mediately create a financial A1fficulty becaues therw would be no funds to
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pay for materials and wages. Whenever the }established porms prove to be too
low additional shori teram crodits may be obtained, but only to the extent

designated by the production plan.

The new credit regulations are a very important meagurs to stlmulate the
fulfillment of production plens and 1o speed circulation of opersting funds.

credits are reieased on a financial gusrantee or ageimgt securities in
gcods and materials.. It is erroneous to assume that state enterprises can
enjoy unlimited ard vncontrolled credit Pfacilities. Guch privileges would
only tend to relsz su accurate and timely discipline for the fulfiliment of

.- production plans.

. fa, ™ '
An enterprise’¥ay obtein credit from only cne Bank braach, the same one
$hich is bandling *ts accounts. This measure provides greater decentraliza-
tion and increases the competenmce of lcocal branches.

Another important feature of the reform is credit planning in relatlon
to the money in circulation., The Bulgarian Heticonal Bank, as a ccllecting
and aistributing center of all monetary funis, cap measure the wolume of
money in circulation and determine en adequate credit plen on a pationsal
besis, s well as maintain the necessery supply of monetary funds for the’
needs of the population.. ’

Credit accounts will Ve much mors accurate and will reflect the ecounomic
purpose and apormu of production for which the credit hac been extendad. The
balsnces of the Bulgariap Hationel Bsuk will tuus pregeat an scccunt of the
progress uchieved by production plans throughout the country, emd will reflect
the distribution of funds in various branches of the economy and various in-

dustrial groupings.

The Bulgavian National Bark 18 a separate legal body. Its funds are
distinct from state propersy and it is not responsinle for debts coatracted
by the state. Its capitel is unlimited; according to a resolution of the
Council of Ministers, the Bank may determine the capital fund necessary.for

its reguirements. The Bank is headed by a oirector vho represents ity in-
torests befare the state suthorities. Wis deputies are in charge of fudi-
vidual orenches, This new form of administration narrows the sphere of re-
sporsibllity to u smsll number of individusls, whereas previously a large ad-
ministrative council prevepted identification of inefficiert or irresponsible

elem:nta.

The Mipigter of Finance exercises supreme control over the Bank's adminig-
tration and the annual report muet he epproved by the Council of Ministers.

The Bulgariar Iavestment Bank 16 & new type of banking institution de-
sigped to finance credit investmeuts throughout the country. Every credit

At an ipvestmente must

for comstruction, procurement of wachines, ur Olher cap ta vestmente
taar the ovprovel of the Trvestrant Bank. Funds allotied by the ztate or
locsl organizations ere deposited in the bank and distributed by its agencles.
The bank likewise accepts deposits from private individuals for houging con-

struction.

The bank exercises strici contrel over the econosy of construction pro-
Jects; funds are relesged only upon presentation of a {ull documentary record
showing the exact purpose and cost of every item of expenditure. Furthermore,
the progress of construction work will be checked by the bank through local
surveys.
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The accovnting services of the Bulgarian Investment Bank furnich an
arcurate pleture of construction activity throughout the country and reflect
the corresponding economic growth as well as the social and cultural develop-
ment and geographlc disirivation based on congtruction.

The bank is an autonomous public institution cad is not lieble for debts
contracted by the state, The cepitel fund 1s unlixdted. It 18 headed by an T .
sdministrator wto is essisted by directors. The Investgent Bank hes a BTSRRI o8

 1imited number of branches; branch offices of the Bulgarisn Hational Bank ' SR b
way, however, act ag Lts correspondents. It is sssignad %o ta'.. over the
active 1 passive assete of the Bulgarian Hortgege Loan Association, which |
‘g bel.g closed. . R

The Postal Savings Benk will remain the chief savings collecting irsid-
tution of the country. Under the fascist govevnzent its funde were freguently .’
used for activities contrary to the netional intexest. The National Front

. goverpment guarsntees full security and confidence of ail deposits, and vouches
for the allocation of funds in accordance with the best pational interert. The
funds may be used for cpereticns transferred to the Poatel Savings Bank and
other banks by the Bulgarian Netional Bank, such as investments end paymenis
on suase price books /not further explaineg;’ , pension payments, current com-

- mercial accounts. Even the smallest iocality has & representative of the
Savinga Benk, vho is ususlly the employee in charge of all postal, telephone
and telsgraph cperaticns. ; : s [ K

The Psorle’s Banks operate unler control uf the Bulgarian ¥ztional Benk,
Thair credit cperations are limited to the sphere of amall Individuel credits,
within the limite established by the Bulgarisn Heilonal Bank. The directors
end employees must £lso be approved by the National Bank. They .are not
authorized to take part in production or other sconcmic activities. The
asavclation of Teuples' Danks 15 beling sicassd and all itz o

essets are being tuken over by the Bulgarian Naticaal Bask.

madkdena and we 1adwva
Trate wha puvware

The Agricultural Cooperatives throughout the country ere primarily agri-
cultural organizetions, and have a limited credit and deposit activity. The
Bulgarian Naticnal Bank may, however, assign them to handle certain other

cporaticns, much as ponsion payments, coupon poyrents of governmant Londs,

ete.  sal their cporations are under comtrol of the Bulgarimn Netional Bank,

The nev benking organization is following the pattera sex by the USER
credit axperience and is guided by the same prirciples. It is, however,
sdsptad to the special economic conditions prevailing in Bulgaria, Thus,

s single banking institution is finencing aud giving credit for all tyyes

of capital investment, while in tae USER four different banking organizations
ere assigned to separeto fields of economic activity: the Industrisl Bank
(Prombank), the Agricultural Bank (Sel 'khozbank), the Bank fcr Fipanclng the
Capitel Comstruction of Trale and Cooperatives (Torgbank), and the Central
Bata for Financing Kesidential end Cummmunal Copstructien (Tsohombsnk). The
Yaopiss’ Ranks alan reprssant & spacial faature of the Bulsarian aconomy. as
well as the agricultural coorarative banking cperatioms. Finslly, the Bul-
garisn National Bank i operating as a universal savings institution, while
the USSR Gosbank accepts only very large individual depowits in excess of &
certain predetermined figure.



